Tourism : its importance to the Hong Kong economy and the impacts of governments policies by CHOI, Lai Sheung, Agnes
Terms of Use 
The copyright of this thesis is owned by its 
author. Any reproduction, adaptation, 
distribution or dissemination of this thesis 
without express authorization is strictly 
prohibited.  
All rights reserved. 
TOURISM: ITS IMPORTANCE TO THE HONG KONG 
ECONOMY AND THE IMPACTS OF GOVERNMENT’S
POLICIES
by
CHOI Lai Sheung, Agnes
A thesis submitted in partial fulfillment of the requirements for 
the Degree of Master of Philosophy
Lingnan College
July 1998
嶺 南 學 院 圖 書 館  
2 2 DEC 1998 
lingnan college library
ABSTRACT
Tourism: its importance to the Hong Kong economy and the impacts of
government’s policies
by
CHOI Lai Sheung Agnes
Master of Philosophy
Hong Kong tourism has significant impacts on the economy and the 
effects of government spending and policies are also very large. However, 
there are very few studies which investigate the economic impacts of Hong 
Kong tourism and the effects of government expenditures and policies on the 
tourist industry. Thus, this paper divides into two parts. The first part 
analyzes the contribution of Hong Kong tourist industry to the Hong Kong 
GDP and employment. The results show that the tourist industry has 
significant effect on private consumption expenditures and export of services. 
However, the tourist industry is not a good employment generator to the Hong 
Kong economy. The second part uses time-series analysis to estimate the 
coefficients of the explanatory variables for the tourist arrivals and 
expenditures from the U.S. and Japan. The results show that incomes of the 
generating countries, consumer prices in Hong Kong and the two countries, 
population of different age groups in originating countries and the total 
expenditures of the Hong Kong Tourist Association have different impacts on 
the tourist arrivals and expenditures of the two respective countries. Beside 
these factors, we also use qualitative methods to find out the effects of 
government policies on the development of Hong Kong tourism, such as 
promotional work by the HKTA, adequacy of infrastructures, and financial 
supports etc. Hong Kong tourism faces a lot of problems in recent years, 
such as high prices of consumer goods, high prices of hotel rooms and the lack 
of supply of hotels and human resources etc. Also, the number of tourists 
have fallen sharply recently.
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International tourism is among the most important industries in terms of
the generation of income and foreign exchange earnings. Income from
international tourism accounted for 12% of the Gross National Product (GNP)
in the world and employed more than 100 million employees (Vellas &
Becherel, 1995). Between 1975 and 1994, international tourist arrivals
increased from 222 million to 537 million; that is, it more than doubled.
International tourism receipts, over the period from 1975 to 1993, multiplied
eight-fold from US$40 billions to US$324 billions.
Table 1.1 International tourist arrivals and receipts worldwide, 1970-93
Year Arrivals
(millions)
% change Receipts 
(billions US$)
% change
1970 166 — 17 —
1975 222 34.08 40 127.38
1980 288 29.54 103 153.93
1985 330 14.54 116 12.38
1990 457 6.17 257 20.95
1991 456 -0.32 260 1.06
1992 481 5.51 296 13.75
1993 500 3.83 324 9.35
Source : World Tourism Organization. (1994). World tourism data.
With the development of the tourist industry, economic growth in the East 
Asia Pacific (EPA) region has accelerated in recent years. The share of the 
EPA region in total world tourist arrivals increased from 3.89% to 13.7% 
between 1975 to 1993, while the share of total world tourism receipts rose
from 5.32% to 16.23%.

















1970 5,331 - - - 3.22 1,100 - - - 6.15
1975 8,657 62.39 3.89 2,164 96.73 5.32
1980 20,961 142.13 7.28 8,469 291.36 8.19
1985 30,389 44.98 9.22 12,849 51.72 11.06
1986 33,505 10.25 9.83 17,200 33.86 12.24
1987 38,906 16.12 10.61 22,763 32.34 13.21
1988 45,092 15.90 11.21 30,640 34.60 15.41
1989 45,565 1.05 10.56 34,234 11.73 16.06
1990 52,263 14.70 11.41 38,617 12.80 14.98
1991 53,924 3.18 11.81 39,634 2.63 15.21
1992 61,306 13.69 12.73 45,636 15.14 15.40
1993 68,525 11.78 13.70 52,587 15.23 16.23
Source : World Tourism Organization. (1993). World tourism data.
The average expenditure per tourist in the EPA region stood at US$764 while 
that for the whole world average stood at only US$648. In Hong Kong, it
stood at US$864 between 1980 and 1993 (Vellas & Becherel, 1995).
Hong Kong is a small place and lacks natural resources. In the 60’s to 
705s, Hong Kong mainly depended on the export of manufactured goods such
as clothing, electronics, plastics and watches etc. for its foreign exchange 
earnings. In the 80’s, Hong Kong’s economic structure changed, with the 
tertiary sector dominating the Hong Kong economy and the tourist industry 
being the fastest growing among the services industries. Tourism is the 
biggest foreign exchange earner among the services industries and the second 
largest foreign exchange earner, behind clothing, in Hong Kong in 1996
(Policy Programme—The Policy Address, 1997).
Table 1.3 Tourist arrivals and tourist receipts in Hong Kong from 1974 to 1996






1974 1,295,462 — 2,387.24 —
1975 1,300,836 0.41 2,574.24 7.83
1976 1,559,977 19.92 3,463.62 34.55
1977 1,755,669 12.54 3,640.02 5.09
1978 2,054,739 17.03 4,643.76 27.58
1979 2,213,209 7.71 5,923.60 27.56
1980 2,301,473 3.99 6,060.37 2.31
1981 2,535,203 10.16 7,661.81 26.42
1982 2,609,100 2.91 8,185.82 6.84
1983 2,775,014 6.36 10,857.66 32.64
1984 3,151,672 13.57 13,557.93 24.87
1985 3,443,173 9.25 14,280.10 5.33
1986 3,733,347 8.43 17,243.93 20.75
1987 4,501,889 20.59 24,837.14 44.03
1988 5,589,292 24.15 32,496.16 30.84
1989 5,361,170 -4.08 35,842.86 10.30
1990 5,932,854 10.66 37,977.86 5.96
1991 6,032,081 1.67 38,300.56 0.85
1992 6,986,163 15.82 46,698.76 21.93
1993 8,937,500 27.93 58,303.43 24.85
1994 9,331,156 4.40 62,511.87 7.22
1995 10,199,994 9.31 72,939.61 16.68
1996 11,702,735 14.73 82,462.38 13.06
Source : A Statistical Review o f Tourism  ̂ Hong Kong Tourist Association,
various years
Fig 1.1 Tourist arrivals in Hong Kong
Fig 1.2 Tourist receipts in Hong Kong
Tourist arrivals stood at only 1.3 million in 1974, but rose to 11.7 million by 
1996, representing a more than nine-fold increase. The increase in tourist 
spending was even more dramatic. At $2,387 million in 1974, it rose to 
$82,462.38 million by 1996, representing a rise of more than thirty-four fold.
Tourism receipts accounted for 8% of the Gross Domestic Product (GDP) and
the industry employed about 12% of total working population in Hong Kong 
(Policy Programme -  The Policy Address, 1997). It shows that the tourist
industry has significant effects on the Hong Kong economy.
Hong Kong is also among the world’s most popular destinations and a top
earner from international tourism. In terms of total tourism receipts, Hong
Kong ranked ninth worldwide in 1992.








Country 1992 1985 1992 1985
l.USA 53,861 17,937 18.17 15.54
2. France 25,000 7,942 8.44 6.84
3. Spain 22,181 8,151 7.48 7.02
4. Italy 21,577 8,756 7.28 7.54
5. UK 13,683 7,120 4.62 6.13
6. Austria 13,250 5,084 4.47 4.38
7. Germany 10,982 4,748 3.71 4.09
8. Switzerland 7,650 3,145 2.58 2.71
9. Hong Kong 6,037 1,788 2.04 1.54
10. Mexico 5,997 2,901 2.02 2.50
11. Canada 5,697 3,103 1.92 2.67
12. Singapore 5,204 1,660 1.76 1.43
13. Netherlands 5,004 1,661 1.69 1.43
14. Thailand 4,829 1,171 1.63 1.01
15.Belgium 4,053 1,663 1.37 1.43
16. Australia 3,992 1,062 1.35 0.91
17. China 3,948 979 1.33 0.84
18. Denmark 3,784 1,326 1.28 1.14
19. Portugal 3,721 1,137 1.26 0.98
20. Turkey 3,639 1,482 1.23 1.28
World total 296,375 116,149 100.00 100.00
Source : World Tourism Organization. (1993). World tourism data.
Hong Kong government recognized the importance of the tourist industry 
to the Hong Kong economy, and it established The Hong Kong Tourist 
Association (HKTA) in 1957. The Association set up many overseas offices 
in order to promote Hong Kong in different tourist originating countries. The 
services provided by the HKTA include the registration of guides for 
affiliation with the Association, providing sufficient information to foreign 
visitors, and organizing different functions to attract the tourists. One of the 
pivotal roles of the Association is to serve as a conduit between the tourist 
industry and the government. Every year, Hong Kong Government provides
significant financial support to the HKTA. Government subvention covers
over 90% of the Association’s income.
Table 1.5 Government subvention to HKTA, 1974-96






1974 15,240 14,788 97.03
1975 16,875 16,200 96.00
1976 19,332 18,480 95.59
1977 24,280 23,187 95.50
1978 29,100 27,892 95.85
1979 34,449 33,030 95.88
1980 43,346 41,524 95.80
1981 53,382 51,094 95.71
1982 66,243 62,981 95.08
1983 82,865 78,761 95.05
1984 90,863 85,134 93.69
1985 98,833 90,868 91.94
1986 132,886 117,277 88.25
1987 154,752 134,505 86.92
1988 176,316 151,381 85.86
1989 205,893 179,000 86.94
1990 226,150 212,000 93.74
1991 261,477 250,000 95.61
1992 298,217 288,000 96.57
1993 324,176 315,000 97.17
1994 359,581 349,410 97.17
1995 416,748 383,298 91.97
1996 456,733 423,816 92.79
Source : Annual Report ofHKTA, various years
Although the tourist industry plays an important role in the Hong Kong 
economy and the Hong Kong government has made a great effort to promote 
the tourist industry, only a very few studies have investigated the economic 
contribution of tourism to the Hong Kong economy (Lin & Sung, 1983; Wong, 
1979; Kwong, 1997). Studies which estimate the relationship between 
government spending and tourist arrivals and expenditures in Hong Kong are 
almost non-existent; therefore, one objective of this thesis is to fill this gap.
1.2 Definition and Methodology
“Tourism” is defined differently by different people depending on their 
background. Geographers, sociologists, psychologists, environmentalists and 
economists etc. are all interested in tourism. However, this paper will only 
focus on the economic aspects of tourism. The World Tourism Organization
(WTO) distinguishes between three basic forms of tourism:
■ domestic tourism. This involves residents of the given country travelling 
only within the country;
■ inbound tourism. This involves non-residents travelling in a particular 
country;
■ outbound tourism. This involves residents travelling in another country. 
(WTO, 1993)
The handbook published by the WTO, defines a “tourist” as:
Any person residing within a country, irrespective of nationality, 
travelling to a place within this country other than his usual place 
of residence for a period of not less than 24 hours or one night for a 
purpose other than the exercise of a remunerated activity in the 
place visited. The motives for such travel may be (1) leisure 
(recreation, holidays, health, studies, religion, sports); (2) business, 
family, mission, meeting (1981:89).
In this thesis, “visitor arrivals” or “tourist arrivals” is measured in terms 
of the tourist’s country of residence. Also, the term “tourist expenditures” is 
used interchangeably with “receipts from visitors” so it does not include the 
expenditures from servicemen, aircrew members and transit passengers in 
Hong Kong. The tourist industry is difficult to define since many businesses 
are related, directly or indirectly, to tourism. Hotels, airlines, travel agents,
are examples of industries, which directly relate to tourism. On the other 
hand, restaurants, boutiques or even hawkers are indirectly related to tourism 
since they are likely to serve mainly local residents. Therefore, the “tourist 
industry” actually covers many industries. However, this thesis only 
considers industries which directly relate to tourism. The “Hotel, Catering 
and Tourism Manpower Survey”， covers eight catergoies, that is (1) Hotel, (2) 
Catering -  Restaurants other than Chinese, (3) Catering -  fast food shops, (4) 
Catering -  Bars, (5) Catering -  other catering establishments (western style), 
(6) Boarding houses, (7) Air transport carriers, and (8) Travel agencies.
The present study begins with some definitions of key concepts and terms. 
This is followed by a literature review in Chapter II. There are many studies 
that investigate tourism around the world, (Carey, 1991; Hui & Ching, 1996; 
Lee, 1996; Qiu & Zhang, 1995; Chadee & Mieczhowski, 1987) but few focus 
on Hong Kong. Further, while some studies (Wong, 1996; Hunt, 1990; Lee, 
1996) claim that there is a relationship between government expenditures and 
tourist arrivals and expenditures, such a relationship has yet to be established 
empirically. I shall use the Granger Test to test the relationship between 
government expenditures and tourist arrivals and expenditures. In Chapter 
III, I shall describe the characteristics of the Hong Kong tourist industry,
including the changing patterns of the sources of tourists, the expenditure 
patterns of visitors, and the hotel industry. In Chapter IV, I will analyze the 
relationship between Hong Kong tourist industry and the Hong Kong’s GDP 
and employment. In Chapter V, I use both qualitative and quantitative 
methods to estimate how Hong Kong government expenditures and policies 
affect tourist spending. A theory of demand for tourism will be used to 
estimate the effects of government spending, with a time series model 
developed for the purpose. For the qualitative side, I will indicate how 
government policies affected tourism, such as policies governing visitors, 
marketing or promotional work of the HKTA. Also, I will forecast tourist 
arrivals and expenditures with two equations, which are estimated by single­
equation OLS. The last Chapter provides conclusions and policy 
recommendations.
Chapter II
CAUSALITY BETWEEN GOVERNMENT EXPENDITURES AND 
TOURIST ARRIVALS AND EXPENDITURES
2.1 Literature Review
In the 70’s” some scholars (Artus，1972; Barry & O’Hagan, 1972; Jude & 
Joseph, 1974) became aware of the importance of the tourist industry to the 
economy. From the 80’s.， more and more scholars (Smeral, 1988; Chadee & 
Miehczhowski, 1987; Witt & Martin, 1987) started to investigate the tourist 
industry just as it started to develop into a main foreign exchange earner 
around the world.
2.1.1 Demand for Tourism
A number of studies emphasized the demand side of tourism, studying the 
factors that affect the destinations of tourists. Archer (1976) hypothesized 
that the demand for travel is a function of the level of income of the sourcing 
countries, the cost of travel, the relative price level and the exchange rate. 
Most studies confirm that the income of tourist-sourcing country and the 
prices of tourist commodities and services have significant impacts on tourist 
arrivals and expenditures (Darnell, Johnson & Thomas, 1992; Carey, 1991; 
Lin & Sung, 1983; Witt & Martin, 1987). Witt and Martin, (1989) produced
some estimates for the coefficients of the demand for tourism equation on such 
variables as income of tourists, relative prices, etc. Further, they claimed that 
promotional activities or expenditures also play an important role in 
determining the tourist arrivals, so promotional activities and expenditures 
should be incorporated into the demand function even though it is difficult to 
obtain the data. Lee (1996) studied the major determinants of international 
inbound tourist expenditures in South Korea. Income, relative prices, 
exchange rates, promotional expenditures, and dummy variables are 
incorporated into the models. The results show that the coefficients of 
income, relative prices and exchange rates are significant and elastic. The 
coefficient of promotional expenditure is also significant but inelastic. In 
Hong Kong, no study has incorporated promotional expenditures and activities 
to estimate the tourist arrivals and expenditures; this thesis will try to fill such 
a gap.
There are only a few studies on the tourist industry in Hong Kong. Lin 
and Sung (1983) provided a comprehensive analysis of tourism in Hong Kong. 
They used advanced econometrics to explain the determinants of demand for 
tourism in Hong Kong. However, they did not include government 
expenditures on tourism into the equation as an explanatory variable, so we
cannot see the role of government on the development of tourism in Hong 
Kong in this study.
Professor Wong Kar-yiu in his MPhil thesis (1979) provided a clear 
picture of the tourist industry in Hong Kong. He used time-series and cross- 
sectional analysis to estimate tourist arrivals and expenditures in Hong Kong. 
He obtained estimates of income and price elasticities of tourist arrivals and 
expenditures. However, Wong also noted that some important factors had 
been omitted from the equations, such as the government policy in the tourist­
generating countries on exchange control and out-going travelling restrictions, 
and the promotional work of the Hong Kong Tourist Association in these 
tourist-generating countries. He explained that the omission was due to the 
qualitative nature of the variables concerned. A study discussing the roles of 
such factors in the development of tourist industry in Hong Kong will fill a 
gap in the literature.
2.1.2 Relationship between government spending and tourist arrivals and 
expenditures
Few studies analyze the relationship between government spending and 
tourist arrivals and expenditures. Hunt (1990) thought that there was a close 
relationship between state spending on such items as infrastructure and
promotion and receipts from tourism. But he thought that it was difficult to 
measure the impact of state tourism spending and the development of the 
tourist industry. Therefore, he investigated whether there was a relationship 
between the relative growth in state budgets on tourism and changes in market 
share.
Wong (1996) examined the hypothesis that “there is a direct relationship 
between the degree of reliance of the local economy on tourism and local 
government expenditures”. He used a regression model to find the impact of 
tourism on local government expenditures. The result showed that the tourist 
industry has a significant impact on capital outlays, non-highway 
transportation expenditures, police protection expenditures, fire protection 
expenditures, parks and recreation expenditures and government 
administration expenditures. Wong’s study only investigated the effect from 
tourism to government expenditures, and ignored the possible effect in the 
opposite direction. It is obvious that the tourist industry has developed 
tremendously and has become an important contributor to economic 
diversification. The relationship between government spending and tourist 
expenditures and the extent to which government spending affects tourist 
expenditures are interesting problems that need to be investigated further.
However, in Hong Kong, there were very few such studies even though Hong 
Kong government spent a lot of money to develop tourism every year. This 
is the principal reason why I am interested to examine the relationship 
between government spending and tourist expenditures in Hong Kong.
2.2 Causal relationship between government spending and tourist arrivals and 
expenditures
We first need to test whether there exists a relationship between 
government spending and tourist arrivals and expenditures. To do this, we 
use the Granger Test. We use the expenditures of the Hong Kong Tourist 
Association as a proxy of government spending on tourism since most of these 
expenditures come from the government. The Granger causality test assumes 
that the information relevant to the prediction of the respective variables is 
contained solely in the time series data on these variables. The test involves 
estimating the following regressions:
HKTAEt = SotiTAt.i + SpjHKTAEt.j + 叫  (2.2.1)
TAt = SXiTAt.i + Z8jHKTAEt.j + |i2t (2.2.2)
where HKTAE : expenditures of the HKTA
TA : tourist arrivals in Hong Kong
and it is assumed that the disturbances ji lt and /i 2t are uncorrelated.
I used 3 lagged values of the two variables in each of the two equations 
(2.2.1 and 2.2.2) since the sum of squared residuals is the smallest. The null 
hypotheses are (1) TA is not Granger-caused by HKTAE, (2) HKTAE is not
Granger-caused by TA. The results are as follow:
Direction of causality F-statistic Probability Decision
HKTAE ^  TA 3.459698 0.0481 Reject
TA —HKTAE 24.49766 0.0000 Reject
The results suggest that the direction of causality is from HKTAE to TA since 
the estimated F value is significant at 0.05, the critical value is 3.2 (for 3,17 
df). On the other hand, there is reverse causation from TA to HKTAE, since 
the F value is also statistically significant.
I repeat the process to test the causal relation between tourist expenditures 
(TE) and HKTAE. I used 2 lagged values of the variables since the sum of 
squared residuals is the smallest. The null hypotheses are (1) TE is not 
Granger-caused by HKTAE, (2) HKTAE is not Granger-caused by TE. The
results are as follow:
Direction of causality F statistics Probability Decision
HKTAE ^ T E 4.158595 0.0351 Reject
TE —HKTAE 3.852244 0.0431 Reject
The results show that the expenditures of the HKTA cause tourist expenditures 
since the estimated F value is significant at 5%, the critical value is 3.52 (for 
2,19 df). Further, there is also a reverse causal relation, by which tourist 
expenditures affect the expenditures of the HKTA. The F value is 
statistically significant.
The results show that we can reject the null hypothesis. This suggests 
the expenditures of the HKTA increases tourist arrivals and expenditures. 
This suggests that government spending on tourism has significant positive 
effects, so the role of government on the development of Hong Kong tourism 
is very important. In Chapter V, I will investigate the magnitude of the 
effects of the HKTA expenditures on tourist arrivals and expenditures in Hong 
Kong using a regression model.
The results also show that tourist arrivals and expenditures cause the 
expenditures of the HKTA. It is true that spending of the HKTA will 
increase as tourist arrivals and expenditures in Hong Kong increase every year. 
For the development of Hong Kong tourism, the association should adjust its 
spending to match the fast developing tourist industry. However, in this 
thesis, this matter will not be discussed further.
Chapter III
CHARACTERISTICS OF THE HONG KONG TOURIST INDUSTRY
3.1 Characteristics of the tourists
3.1.1 Sources of the tourists
Most of the foreign visitors are male, aged between 26-45, and married. 
Their occupations can be described as white collar and they work in relatively 
senior positions. Foreign visitors come from several major countries, which 
include the US, Japan, Taiwan, mainland China, S.E. Asia (Thailand, 
Singapore, Malaysia, Philippines, Indonesia etc), West Europe (United 
Kingdom, West Germany, Italy, France etc), Australia, New Zealand, etc. 
Visitors mainly come from such countries, but their shares vary from period to 
period. In 1974, the US accounted for 17.8% of the total visitors to Hong 
Kong, but in 1996, this share dropped to 8.3%. The share of Japan also 
decreased. In 1974, 32.7% of total travellers were Japanese. However, in 
1996, only 20.4% were. On the other hand, the share of visitors from Taiwan 
has risen. In 1987, the numbers of visitors from Taiwan stood at 354,195, 
only 7.9% of the total. However, in 1988, Taiwan visitors rose to 1,094,004, 
or 19.6% of total tourist arrivals; the Taiwan share grew dramatically, a growth 
rate of 208.9% between 1987 and 1988. In recent years, Taiwan has been
among the most important countries to Hong Kong’s tourism, with the share 
of around 20%. Another important source of tourists to Hong Kong is from 
mainland China. After the Open-door policy in China, many mainlanders 
have become wealthier. More important, the Chinese government has 
loosened up its regulations and made it much easier for its citizens to come to 
Hong Kong. In 1985, the number of Chinese visitors stood at 308,978, 
representing 8.4% of all visitors to Hong Kong. However, in 1992, the 
number increased to 1,149,002 or 14.3% of all visitors to Hong Kong. In the 
following years, travellers coming from mainland China rose steadily. China
is now the largest source of tourists to Hong Kong. 
Table 3.1 Tourist arrivals (No. & %), 1982-96





1982 No. 594669 515697 377853 389113 239290 153133 N.A.
% 22.8 19.8 14.5 14.9 9.2 5.9
1983 No. 642563 502175 451566 402890 250792 156600 N.A.
% 23.1 18.1 16.3 14.5 9.0 5.6
1984 No. 664780 584013 562764 436552 304615 166762 N.A.
% 21.1 18.5 17.8 13.9 9.7 5.3
1985 No. 706180 635767 638168 500959 298713 176617 N.A.
% 20.5 18.5 18.5 14.5 8.0 5.1
1986 No. 735609 727219 704428 573425 304019 220469 N.A.
% 19.7 19.5 18.9 15.4 8.1 5.9
1987 No. 787205 1033525 793341 688399 295252 354195 N.A.
% 17.5 23.0 17.6 15.3 6.5 7.9
1988 No. 771675 1240470 749244 780258 302802 1094004 N.A.
% 13.8 22.2 13.4 13.9 5.4 19.6
1989 No. 710070 1176189 624400 712737 302086 1132904 N.A.
% 13.3 21.1 11.7 13.3 5.6 21.1
1990 No. 856348 1331677 612262 738064 300750 1344641 N.A.
% 14.4 22.4 10.3 12.4 5.1 22.7
1991 No. 1014008 1259837 619685 789943 277419 1298039 N.A.
% 16.8 20.9 10.3 13.1 4.6 21.5
1992 No. 1235994 1324399 694290 936827 304055 1640032 1149002
% 17.7 19.0 9.9 13.4 4.4 23.5 14.3
1993 No. 1239458 1280905 755666 1046080 312552 1777310 1732978
% 13.9 14.3 8.5 11.7 3.5 19.9 19.4
1994 No. 1196835 1440632 776039 1126079 316338 1665330 1943678
% 12.8 15.4 8.3 12.1 3.4 17.8 20.8
1995 No. 1419699 1691283 748911 1249915 335867 1761111 2243245
% 13.9 16.6 7.3 12.3 3.3 17.3 22.0
1996 No. 1616007 2382890 751275 1278174 381901 1821279 2311184
% 13.8 20.4 6.4 10.9 3.3 15.6 19.7
Source : d  o/Tbwr/s/w， various years
N.A. : Data are not available
China and Taiwan have become the important tourist-originating 
countries in Hong Kong since mainland China and Taiwan relaxed some 
travelling restrictions. In July 1987, the Taiwan government relaxed the
restrictions for the Taiwanese to travel to Hong Kong. In November, the
Taiwan government allowed her citizens to go to mainland China vis-a-vis a 
third country. China also has similar policies (Kwong, 1997). Hong Kong, 
of course, becomes the channel between mainland China and Taiwan, which
increases the number of visitors from these two markets. However, improved 
relations between mainland China and Taiwan could adversely affect the 
tourist industry in Hong Kong. Given that China and Taiwan appear to be 
keen on allowing direct shipping between the two countries, there is a good 
chance that an agreement will be signed in the near future.
Besides mainland China and Taiwan, visitors from Southeast Asian 
countries also accounted for 14% to 28% of the total visitors from 1982 to 
1996. In 1996, there were 1,616,007 visitors, or 13.8% of the total visitors. 
These countries contribute to the Hong Kong tourist industry to a certain level.
In conclusion, we can observe that most of the visitors come from short- 
haul routes, that is Taiwan, mainland China, Japan and Southeast Asia. 
Visitors from these areas accounted for about 70% of all tourists to Hong 
Kong in 1996. It is because these countries are close to Hong Kong and the 
costs (transportation and time costs) are much lower, so they will visit Hong 
Kong more. Kwong (1997) mentioned that as these countries share similar 
culture and language and the purpose of visiting Hong Kong is also similar, 
they will visit Hong Kong more than once. Accordingly, the government 
should propose some policies to attract more short-haul visitors.
3.1.2 Length of stay
Foreign visitors who come to Hong Kong always spend a short period of
time since Hong Kong is a small island.
Table 3.2 Length of stay (nights), 1992 to 1996
Country/
Year
1992 1993 1994 1995 1996
The Americas 3.6 3.8 3.5 3.5 3.7
Europe, Africa & the 
Middle East
4.0 4.0 3.7 3.8 4.1
Australia, N.Z. & S. 
Pacific
4.9 4.5 4.4 4.0 4.0
Japan 2.9 2.9 3.0 3.0 2.9
S. & S.E. Asia 3.7 3.7 3.6 3.5 3.4
Taiwan 2.7 2.7 2.8 2.9 2.7
China NA 5.7 6.1 5.8 5.5
Average 3.4 3.8 3.9 3.9 3.7
Source: A Statistical Review o f Tourism, various years 
NA: not available
We can see that visitors from mainland China spend the longest time in Hong 
Kong, on average around 5.5 nights in 1996. Since most of them have 
relatives in Hong Kong, they tend to spend more time in Hong Kong. 
Further, the regulations of the Chinese government are also quite strict, so the 
Chinese travellers may spend more time on their journey once they are 
permitted to go out. On the other hand, visitors from Taiwan and from Japan 
spend fewer nights in Hong Kong, averaging around 3 days. Japanese 
visitors usually come to Hong Kong for shopping. After this they will leave, 
so the length of stay is short. Most Taiwanese tourists have visited Hong 
Kong more than once and some of them go to the Mainland through Hong 
Kong. So they spend only a few days in Hong Kong (Kwong, 1997).
3.1.3 Purpose of visits






The Americas 43 4 39 12 1
Europe, Africa & 
the Middle East
62 5 28 4 1
Australia, N.Z. & 
the Pacific
52 5 25 15 3
J叩 an 73 2 23 1 1
South & S.E. Asia 55 4 36 3 1
Taiwan 53 7 33 4 4
China 53 13 25 10 氺
Totals 58 6 29 5 1
Source: A Statistical Review o f Tourism, 1996 
* Figures less than 0.1%
About 56% of all visitors came to Hong Kong for vacation purposes in
1996. Leading the park, 73% of all visitors who came to Hong Kong for 
vacation in 1996 were Japanese and their main purpose was shopping. Many 
visitors from Europe, Africa and the Middle East also come for vacation. 
They come to Hong Kong to see the many faces of a city under the influence 
of western and Chinese cultures.
The second largest purpose of visiting Hong Kong is to conduct business 
or attend meetings. Hong Kong is a financial and commercial centre in the 
world. Therefore, many international meetings are held in Hong Kong. 
Examples include the International Monetary Fund/World Bank meetings in
1997. The Americans took the lead among visitors coming to Hong Kong for 
meetings. There were 39% of American visitors came on business purposes 
in 1996. Besides, South East Asia and Taiwan also are noted for the number
of businessmen who come to Hong Kong. As business visitors also 
contribute a lot to Hong Kong’s tourist industry, the extension of the Hong 
Kong Convention and Exhibition Centre in 1997, designed and contributed to 
match the increasing demand for international meetings and exhibitions, is 
expected to benefit the tourist industry.
Besides, the number of visitors travelling to other destinations en route 
Hong Kong is also sizeable. Australia, New Zealand and the South Pacific 
countries are the largest sources of such passengers, accounting for about 15% 
of such passengers in 1996, partly because there are no direct flights from 
these countries to many destinations, and partly because Hong Kong is well 
suited to provide a transit point. The American visitors also comprises 12% 
who are en route visitors since most of them are going to China through Hong 
Kong (Kwong, 1997). About 10% of Chinese visitors from the Mainland 
come to Hong Kong, en route to other countries. It is surprising that the 
number of Taiwanese who use Hong Kong as a bridge to go to the Mainland is 
rather small. Taiwan government allows her citizens to go to China through 
a third country. One would expect that many Taiwanese came to Hong Kong 
en route to China. However, statistics do not seem to support this conjecture.
3.2 Characteristics of expenditures of foreign visitors
3.2.1 Tourism receipts by major markets
Table 3.4 Tourism receipts by major markets, 1982-96 (HK$ Million)





1982 1743.88 1428.30 1455.01 1199.32 966.92 N.A. N.A.
21.3 17.4 17.8 14.7 11.8
1983 2292.71 1642.06 2452.66 1348.80 1317.20 N.A. N.A.
21.1 15.0 22.6 12.4 12.1
1984 2561.61 2060.51 3421.97 1597.45 1772.77 N.A. N.A.
18.9 15.2 25.2 11.8 13.1
1985 2457.58 2511.09 3861.33 1729.02 1561.95 N.A. N.A.
17.2 17.6 27.0 12.1 11.0
1986 3073.95 3612.72 4295.28 2257.60 1700.13 N.A. N.A.
17.8 20.9 24.7 13.1 9.9
1987 3464.50 7024.04 5309.73 3456.10 1763.80 N.A. N.A.
13.9 28.3 21.4 13.9 7.0
1988 3565.41 9149.21 5936.84 4207.70 2030.15 4765.92 N.A.
11.0 28.2 18.3 12.9 6.2 14.7
1989 4578.96 9113.70 5631.99 4522.33 2601.15 5558.60 N.A.
12.8 25.4 15.7 12.6 7.3 15.5
1990 5604.37 9227.19 5197.66 4697.93 2231.25 7263.62 N.A.
14.7 24.3 13.7 12.4 5.9 19.1
1991 6075.46 9184.97 4984.65 5018.94 2060.53 7033.04 N.A.
15.8 24.0 13.0 13.1 5.4 18.4
1992 8220.77 9034.46 5320.00 5773.38 2089.81 11810.71 N.A.
17.6 19.3 11.4 12.4 4.5 25.3
1993 8369.59 10074.43 6177.07 5892.84 1915.39 13909.24 8004.21
14.4 17.3 10.6 10.1 3.3 23.9 13.7
1994 7959.18 12165.18 5647.17 6168.06 1896.70 13839.92 10630.92
12.7 19.5 9.0 9.9 3.0 22.1 17.0
1995 10082.37 16293.10 6509.47 7847.50 2153.70 15120.28 13746.29
13.8 22.3 8.9 10.8 3.0 20.7 18.8
1996 10984.92 20600.24 6951.28 8602.33 2486.39 13749.46 15209.23
13.3 25.0 8.4 10.4 3.0 16.7 18.4
Source : A Statistical Review o f Tourism, various years 
N.A. : Data are not available
Japan, the US and the S.E. Asian countries contribute a lot to receipts 
from tourism in Hong Kong. In 1974, Japan contributed HK$909 million, or 
38.1% of the total tourism receipts in Hong Kong. In 1980, it contributed 
$1,284 million, i.e., 21.2% of total tourism receipts. In 1994, it contributed 
about 19.5%. We can see that although the share of Japan decreased, Japan is 
still one of the major sources for tourism receipts. The United States is 
another major tourist spending source country; it spent $379 million in Hong 
Kong, and took up a 15.8% share in 1974. In 1985, Americans spent $3861 
million Hong Kong dollars, i.e., 24.7% of total tourist spending. But, in the 
late 80’s, the U.S. share of visitor expenditures declined, falling to 13.7% by 
1990. The trend continued in the 90’s. From 1993 to 1996, the U.S. share 
ranged from 8% to 10%.
Reflecting the increase in the number of Taiwan and China visitors, 
tourism receipts from these two areas have increased rapidly. In 1988, 
receipts from Taiwanese amounted to HK$4766 million dollars, or 14.7% of 
the total receipts from tourism. By 1992, this percentage went up to 25.3%. 
For the China visitors, their expenditures were $8004 million dollars in 1992 
and accounted for 13.7% of all tourism receipts. In 1996, the spendings rose 
to $15,209 millions and accounted for 18.4% of the total expenditures. As
we can see, visitors from Taiwan and China are the most important sources of
the tourism receipts.
3.2.2 Expenditure patterns of foreign visitors 
Table 3.5 Visitor spending pattern,1974-96 (% share)




1974 59.4 15.3 9.3 5.9 2.1 8.0
1975 61.8 16.4 10.3 5.9 2.0 3.6
1976 63 15.7 9.4 6.1 2.3 3.5
1977 61.3 17.1 9.5 5.1 2.8 4.2
1978 64.2 19.2 7.9 3.3 2.6 2.8
1979 64.6 20.1 8.0 3.1 2.3 1.9
1980 59.3 23.2 9.9 3.2 2.9 1.5
1981 56.9 25.5 10.4 2.8 2.9 1.5
1982 56.3 27.3 10.0 2.7 2.8 0.9
1983 56.4 26.7 9.9 2.0 2.6 2.2
1984 52.9 29.7 8.7 1.9 2.5 4.3
1985 51.0 30.2 9.7 1.7 2.3 5.1
1986 51.6 29.3 9.8 1.7 2.8 4.8
1987 51.7 30.7 8.8 1.7 2.8 4.3
1988 54.0 28.6 9.0 2.2 2.4 3.8
1989 50.6 31.5 9.6 2.3 1.9 4.1
1990 51.0 30.2 10.8 2.2 2.1 3.7
1991 52.4 27.8 10.7 2.0 2.4 4.7
1992 53.1 27.7 10.9 1.6 2.2 4.5
1993 50.8 27.4 12.7 2.0 2.7 4.4
1994 51.9 28.2 12.1 1.6 2.9 3.3
1995 50.8 29.4 11.5 2.1 2.9 3.4
1996 49.5 31.0 11.1 1.6 3.3 3.5
Source : A Statistical Review o f Tourism, various years
As we can see from Table 3.5, shopping has been the largest item of 
spending among Hong Kong’s visitors, accounting for approximately 50% of 
the total tourist expenditures. Hong Kong used to enjoy the reputation of a
“shopping paradise”， and still boasts to be a one-stop shopping centre for a 
whole range of goods and brand names. In the 70’s and 80’s, the prices of 
consumer goods were very attractive, so many people liked to go to Hong 
Kong for shopping. But by the late 805 s, prices were no longer so attractive. 
I think the percentage share of shopping remains the same now is due to the
higher prices of the consumer goods, but not the visitors spend the same 
percentage share of money on it.
















Shopping 48.5 45.7 59.7 73.4 51.0 N.A. N.A.
25.3 29.2 36.1 49.9 49.4 62.0 63.5
Hotel bills 21.6 21.8 17.0 9.7 16.2 N.A. N.A.
52.9 48.4 43.9 31.9 32.2 19.2 16.7
Meals outside 13.0 10.1 7.5 5.7 13.2 N.A. N.A.
14.0 13.5 11.2 9.0 11.0 11.1 11.2
Entertainment 5.9 7.8 5.1 4.5 7.9 N.A. N.A.
1.6 1.9 1.7 1.7 1.3 2.1 1.1
Tours 2.7 1.9 2.5 2.3 1.1 N.A. N.A.
1.7 2.6 3.0 4.8 2.1 1.7 4.5
Others 8.3 12.7 8.2 4.4 10.6 N.A. N.A.
4.5 4.4 4.2 2.5 4.0 3.8 3.0
Source : A Statistical Review o f Tourism, 1974, 1996
N .A .: Data are not available
The white area is for 1974 and the shaded area is for 1996
Further, in Table 3.6, we can see that the share of shopping attributable 
to the Americas, Europe, the Middle East, and Australia had decreased from 
1974 to 1996. On the other hand, the share for hotel bills had increased. 
The Americans spent 52.9% on hotel bills, while European, African and 
Middle East visitors spent about 48% on it. For Japan, Taiwan and China, 
visitors remain shopping-oriented. For the Chinese visitors, the share of 
shopping is up to 63.5%, which shows that their purpose of visiting Hong 
Kong is different from that of tourists from other areas. To revive shopping 
as an attraction for tourists, Hong Kong needs to raise the quality of our 
consumer goods and lower prices. Also, the Americans, Europeans and the 
Africans, spend a lot on hotels, which means that hotel service is also an 
important item to earn tourism receipts. Hotel owners should invest more or 
provide more quality services for the foreign visitors. It shows that different 
countries have different needs for travelling to Hong Kong. Hong Kong 
government or HKTA should pay attention to the different needs of different 
tourists and try to meet these specific requirements.
3.3 The Hotel Industry
The hotel industry is an important component in the tourist industry.
Hotel bills take up about one-third of the total expenditures of foreign visitors
(refer to Table 3.5). The development of hotels has significant impacts on
the development of tourism in Hong Kong.
Table 3.7 Hotel statistics summary, 1987-97




1987 56 21,022 25,684 1.222
1988 65 22,882 29,191 1.276
1989 69 27,031 32,629 1.207
1990 75 28,146 33,829 1.202
1991 82 31,163 36,077 1.158
1992 86 33,534 36,769 1.096
1993 88 34,044 36,921 1.085
1994 85 33,490 36,436 1.088
1995 86 33,052 34,852 1.054
1996 88 33,536 34,534 1.030
1997 86 33,425 32,600 0.975
Source : A Statistical Review o f Tourism, 1997
We can see that the number of hotels had increased from 56 to 88 and the
number of rooms increased from 21,022 to 33,536 from 1987 to 1996. 
However, we can observe that the supply of the hotel rooms has been 
increasing at a relatively slow pace after 1993. Since land rent is so high in 
Hong Kong, which is the third highest in Asian countries (Kwong, 1997), it 
raised the cost of hotels, and many investors tore down their hotels and built 
commercial buildings in their place in order to earn higher profits. With the
increasing tourist arrivals on the one hand, but declining supply of hotels and
rooms on the other, the development of tourist industry has been affected. 
Table 3.8 Hotel Room Occupancy Rate, 1987-97
1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997
% 90 92 79 79 75 82 87 85 85 88 76
Source : A Statistical Review o f Tourism. 1997
Further, the hotel room occupancy rate is quite high in Hong Kong. 
Table 3.8 shows that the rate did not decline below 75% from 1987 to 1996, 
comparing with the world’s average of below 70%_ However, the occupancy 
rate is decline into 76% in 1997 due to the economic recession in the S.E. Asia 
countries. It may increase the cost of hotels.
Moreover, manpower is another constraint to the development of the hotel 
industry. Table 3.7 shows that the number of employees has slightly 
decreased after 1994. This is not only because the number of hotels has not 
increased, but also many youngsters are unwilling to work in the hotels. 
Relatively low pay and long working hours make many people avoid jobs in 
the hotel industry. A lack of staff in hotels has reduced the staff-room ratio. 
Table 3.7 shows that the staff-room ratio was 1.222 in 1987, but the ratio 
decreased to 0.98 in 1997. Even though the hotel owners think that an 
acceptable staff-room ratio is 0.97 (Kwong, 1997), a lower ratio implies a
decline in the standard of services.
The high land rent and increasing cost, the sluggish supply of hotels and 
rooms, inadequate labor force, etc., tend to impede the development of tourist 
industry.
Chapter IV
RELATIONSHIP BETWEEN HONG KONG TOURIST INDUSTRY AND
THE HONG KONG ECONOMY 
4.1 The importance of tourist industry to the economy
The tourist industry contributes to the development and growth of a 
country’s economy. Many countries, especially the developing countries, 
highly depend on the earnings of tourism. Actually, tourism acts as (1) 
income generator, (2) employment generator, (3) foreign exchange earner and 
(4) tax revenue earner (Bull, 1991). In the accounts of GDP, tourism receipts 
count as exports of services, which means that it creates foreign exchange 
inflow into Hong Kong. Also, the tourist industry is labor-intensive, so, it 
brings many job opportunities to the Hong Kong economy. Further, tourism 
also brings many direct and indirect taxes to the government, such as sales tax, 
hotel tax and personal tax, etc. In this part of the thesis, I will investigate the 
contribution of the tourist industry to the Hong Kong economy from the views 
of GDP and employment only. However, the “tourist industry” involves 
many different kinds of industries, directly and indirectly, but we cannot take 
all these into the analysis; thus we only consider the industries which are 
directly related to tourism. Since tourism is one kind of service consumed by
visitors, we should investigate the contribution of all services sectors to GDP 
and employment first, then analyze the contributions of tourist industries. 
Therefore, we can compare the contribution of different service sectors to 
GDP and employment.
4.2 Gross Domestic Product
4.2.1 Factors affecting tourism’s contribution to GDP
We want to investigate the contribution of tourism to the GDP. Bull 
(1991) noted several factors that affect the contribution of tourism to GDP.
First is the stock of resources. The resources required by tourism are not 
limited to just land and scenery. Infrastructure and various kinds of services 
are also important resources. Hong Kong is short of natural resources, but its 
infrastructure is adequate. The quality of its services is also internationally 
competitive.
Second is the state of technology. As Bull (1991) puts it, “Tourism 
worldwide has grown and become more sophisticated, high-value 
contributions to GDP by tourism have tended to become associated with 
higher technologies” (p.117). Technology in Hong Kong is not quite 
advanced when comparing with the U.S., European countries and Japan, but
Hong Kong has also developed some high technology infrastructure. The 
new airport in Chek Lap Kok is an example.
Third is social and political stability. Stability in an area is very 
important to the choices of destinations for the tourists. If an area has many 
riots, foreign visitors may not choose this area to visit since it is dangerous. 
Hong Kong is a stable society; there have been no massive riots in the 70’s, 
80’sand90，s.
Besides, the attitudes of suppliers also affect the contribution of tourism 
to GDP. Positive attitudes toward foreigners are essential to the development 
of tourism. HKTA strongly promotes polite attitudes of Hong Kong people 
to the tourists. In the 70’s， it developed the slogan “Always smile” and in the 
90’s. it encouraged people, particular those who work in the tourist industries, 
to be courteous to tourists.
Finally, an economy’s ability and willingness to provide financial support 
for the investment in tourist industries also influence the role of the tourist 
industry in the economy. Hong Kong government provides much financial 
support to the HKTA to promote tourist industry. In the 96-97 budget, Hong 
Kong government allocated $50 million for preliminary studies of various 
proposals made in Visitor and Tourism Study (VISTOUR) ( HKTA Annual
Report, 1995-96). A Hong Kong Exposition, a Film City, an Aquatic Centre,
a Theme Park, etc. are among such ideas and may be built in the coming years.
In 1996-97, government also lent $100 million to HKTA to set up a fund in
order to hold international activities (Policy Programme -  The 1997 Policy
Address, 1997).
4.2.2 Tourism’s contribution to GDP
Table 4.1 GDP at current prices by economic activity (HKSMillion), 1980-95
Year Manufacturing Services
1980 42,652 (31.7) 90,698 (67.5)
1981 52,424 (31.8) 111,159(67.5)
1982 54,992 (30.0) 126,974 (69.3)
1983 64,183 (31.9) 136,107 (67.5)
1984 77,232 (32.2) 161,312(67.3)
1985 75,891 (29.9) 176,771 (69.6)
1986 89,820 (30.3) 204,880 (69.2)
1987 107,685 (29.4) 257,776 (70.3)
1988 121,121 (27.6) 315,717(72.0)
1989 132,992 (26.7) 364,557(73.1)
1990 141,394 (25.3) 416,620 (74.5)
1991 145,625 (23.1) 484,448 (76.7)
1992 152,943 (20.9) 577,709 (78.9)
1993 153,459(18.5) 675,098 (81.3)
1994 156,103 (16.4) 792,472 (83.4)
1995 163,426(16.1) 851,221 (83.8)
Figures in brackets are percentage contributions of economic activities to GDP 
at factor cost.
Source : Quarterly Report o f GDP Estimates (Nov, 1997), Census and 
Statistics Department.
Over the years, service sectors have become more and more important in 
Hong Kong. Tourism is one kind of service industry; thus, we analyze the 
contributions of service industries first. Their contributions to GDP increase 
steadily in recent years. As we can see, the contribution of the service 
industries to GDP is very large. In 1980, it represented only 67.5%, but in 
1995, the percentage share has increased to 83.8. On the other hand, the 
contribution of the manufacturing sectors decreased from 31.7% to 16.1% in 
the same period. We can see how important service sectors are to the Hong 
Kong economy.
Tourism is among the important service sectors. It contributes 8% to the 
total GDP in 1996 (Policy Programme -  The 1997 Policy Address, 1997). I 
will analyze the contributions of tourism only from consumption expenditures 
and exports, since government expenditures and investment effects from 
tourist industries are difficult to see.
We can see that foreign visitors account for about 10-13% of consumption 
expenditure of goods and services in Hong Kong. We can see the extent of 
the contributions of these visitors to the consumption expenditures in the 
domestic market.
Table 4.2 Share of tourist expenditures in total consumption expenditure, 
1987-96 (HK$ Million and percentage)
Year Consumption 
expenditure of goods 
and services in the 
domestic market
Expenditures of non­




1987 229,004 27,212 11.88
1988 268,434 35,749 13.32
1989 301,078 39,784 13.21
1990 341,217 42,581 12.48
1991 397,152 43,857 11.04
1992 464,700 54,552 11.74
1993 529,136 62,525 11.82
1994 602,094 65,618 10.90
1995 663,024 75,950 11.46
1996 735,068 85,559 11.64
Source : Estimates o f Gross Domestic Product 1961 to 1997. (February 1998) 
Census and Statistics Department
The tourist industry is also an important industry to earn foreign exchange 
since tourism receipts are recorded as a kind of export of services in the 
account of gross domestic product. The foreign visitors spend money in 
Hong Kong to enjoy the services. We first investigate the contributions of 
export of services to the total exports, and then we analyze the contributions of
tourist industry to the export of services.
Table 4.3 Share of export of services in total exports, 1987-96 (HK$ Million 
and percentage)
Year Total exports Export of services Percentage
share
1987 378,034 92,272 24.41
1988 493,069 110,982 22.51
1989 570,509 127,147 22.29
1990 639,874 142,321 22.24
1991 765,886 161,087 21.03
1992 924,952 189,352 20.47
1993 1,046,250 215,577 20.60
1994 1,170,013 240,668 20.57
1995 1,344,127 265,637 19.76
1996 1,397,918 288,533 20.64
Source : Quarterly Report o f GDP Estimates (Nov, 1997) Census and 
Statistics Department.
From table 4.3, we can see that the export of services contributes about 20- 
25% to the total exports in Hong Kong; that means it counts one-fourth of the 
total exports, a high percentage. We can know that the services sectors are 
very important to the Hong Kong exports in recent years since after the
structural changes in the Hong Kong economy, service industries have 
replaced the manufacturing industries as the largest employment generator.
We can see the contribution of the tourist industry to the export of services in 
Table 4.4 and Table 4.5.
Table 4.4 Export of services by component (HK$ Million)










1990 41,457 1,319 6,104 27,763 142,321 29.13
1991 42,651 1,478 7,665 31,779 161,087 26.48
1992 53,232 2,327 9,231 35,862 189,352 28.11
1993 61,156 3,475 14,666 40,512 215,577 28.37
1994 64,262 3,478 18,117 46,901 240,668 26.70
1995 74,916 3,861 19,107 59,564 279,280 26.82
Source : Estimates o f Gross Domestic Product 1961-96 (March, 1997). 
Hong Kong : Census and Statistics Department.
We can see that travel comprised between 26% to 29% of the total export of 
services, which is quite a large proportion for the total export of services.
Further, this proportion cannot fully represent the contribution of the tourist
industry since transportation and air transport should be counted as part of 
tourist industry.






1990 41,457 19,669 142,321 42.95
1991 42,651 22,379 161,087 40.37
1992 53,232 24,639 189,352 41.12
1993 61,563 26,649 215,577 40.92
Source : Kwong Kai-sang (1997) Tourism and the Hong Kong economy.
In table 4.5, tourist industry accounted for about 40% of total export of 
services if air transport is taken into consideration. When we compare the 
tourist industry with the other services (Table 4.4), we can determine that the 
tourist industry is very significant to the Hong Kong economy since the share 
of tourist industry in the export of services is very large. For example, 
insurance only accounted for 0.9% of total export of services in 1990 and 
3.4% in 1995, while trade-related services accounted for 19.7% in 1991 and 
21.3% in 1995.
Tourism contributes a lot to Hong Kong GDP, since it performs very well 
in consumption and exports. Besides, added the multiplier effects or indirect 
ripple effects (Kwong, 1997), we believe that the effects of tourism to the 
Hong Kong economy are much greater than is suggested in the above analysis.
4.3 Employment
4.3.1 Employment in service sectors
Table 4.6 Employment in service sectors (persons), 1991-95
Industry/Year 1991 1992 1993 1994 1995
Wholesale, retail 
& I/X trades, 
restaurants & 
hotels 871,850 914,831 948,881 1,021,890 1,018,198
Transport, 
storage & 









services 267,291 268,140 278,582 299,296 301,966
Total labor force 2,804,100 2,792,300 2,856,400 2,929,000 3,000,700
% share of 
service sectors
55.96 58.85 60.20 63.33 62.34
Source : Hong Kong Annual Digest o f Statistics, 1993, 1996. Census and 
Statistics Department
We know that service sectors contribute a lot to GDP in Hong Kong, and 
we now analyze the contributions of service industries to the employment in 
Hong Kong. From the statistics provided by the Census and Statistics 
Department, service sectors include four main industry groups. The first type 
is “Wholesale, Retail and Import/Export Trades, Restaurants and Hotels”； the 
second is “Transport, Shortage and Communication”； the third is “Financing, 
Insurance, Real Estate and Business Service”， and the last type is “Community, 
Social and Personal Services”. In 1991, services employed 1,569,095 
workers, or about 56% of the total labor force. In 1995, the employees of 
service sectors increased to 1,870,582 or about 62% of the total labor force.
4.3.2 Employment in the tourist industry
Table 4.7 Employment in the tourist industry (persons), 1991-95
Industry/ Year 1991 1992 1993 1994 1995
Wholesale 75,336 78,881 68,784 78,541 78,982
Retail 198,261 205,482 200,409 210,836 198,425
Restaurants 184,354 194,244 181,845 189,086 183,935
Hotels & 
boarding houses
37,430 40,780 40,106 40,388 36,979
Air transport 15,128 17,931 19,690 20,035 21,991
Total 510,509 537,318 510,834 538,886 520,312
Total of labor 
force
2,804,100 2,792,300 2,856,400 2,929,000 3,000,700
% share 18.21 19.24 17.88 18.40 17.34
Sub-total of 
service sectors
1,569,095 1,643,164 1,719,681 1,854,978 1,870,582
% share 32.54 32.70 29.71 29.05 27.82
Source : Hong Kong Annual Digest o f Statistics, 1993,1996. Census and 
Statistics Department.
When we calculate the numbers of employment in the tourist industry, we
include wholesale, retail, restaurants, hotels and boarding houses and air
transport. We only include air transport in calculating tourist industry figures
because over 90% of foreign visitors come to Hong Kong by air; visitors come 
to Hong Kong by land and sea less often. From Table 4.7, we can see that 
tourist-related industries employed 510,509 workers in 1991, accounting for 
18.21% of the total working population. The number of. employees in 
tourist-related industries fluctuates from year to year. In 1992, it increased to 
537,318, but it decreased to 510,834 in 1993. In 1994, the numbers of 
workers rose again, but it declined in 1995. Actually, the decrease in the 
number of worker is due to the decline of employees in restaurants, hotels and 
boarding houses. With the sluggish supply of hotels in the 90’s, employment 
in the industry also decreased.
In Table 4.7, we can see that the percentage share of employment in 
tourist industry in all service sectors. Table 4.7 showed that tourist industry 
takes 32.54% of the total employment of service sectors. The percentage 
shares showed that the tourist industry was quite significant to the service 
industry in Hong Kong. However, the percentage was decreasing in the later 
years.
In conclusion, tourism is important to the Hong Kong economy and it 
generates many job opportunities for Hong Kong people. However, the 
relative importance of the tourist industry appears to have decreased in recent
years since the profitability of the hotel and the restaurant industries has 
decreased, resulting in some hotels and restaurants being shut down. This 
phenomenon bombards the Hong Kong economy seriously and many workers 
are unemployed. Tourist industry is highly related with other economic 
sectors. If tourism in Hong Kong declines, other economic activities would 
be affected also. Thus, reviving tourism in Hong Kong is of great 
importance.
Chapter V
ESTIMATION OF GOVERNMENT POLICY’S EFFECTS ON HONG 
KONG’S TOURIST INDUSTRY 
5.1 A Theory of Demand for Tourism
In the previous chapter, we know that the tourist industry is very 
important to the Hong Kong economy. Therefore, we should analyze the 
determinants of the demand for tourism. Once the relationship between 
tourist arrivals and expenditures and other independent variables, such as 
foreign economies and the policies of local government has been developed, 
the government can implement the relevant policies in order to promote 
tourism and increase the receipts from tourism. In this chapter, I will use 
time-series analysis to investigate the determinants of the demand for tourism, 
and the effects of government expenditures on the tourist industry for the 
period 1974 to 1996. Based on the estimation results, we will forecast the 
tourist arrivals and expenditures for the period 1997-2002.
Traditional theory of demand will be used in this chapter since many 
previous studies used it (Archer, 1976; Witt & Martin, 1989; Wong, 1979; Lin 
& Sung, 1983). We will formulate the demand for tourism, D, as a function 
of other variables, X,, X2, X3 which determine the demand for tourism. The
demand function can be expressed as (5.1)
D = f(X „X 2, (5.1)
The use of traditional demand theory has advantages since it is very 
straightforward to estimate the relationship between dependent variables and 
independent variables by econometric techniques. However, it is difficult to 
quantify some variables since tourist industry is “multi-product” in nature. 
Thus, this thesis will use some qualitative methods to estimate some non- 
quantifiable variables that affect tourism.
There are many alternatives to express the demand for tourism, but most 
commonly used are (1) tourist arrivals, and (2) total tourist expenditures, 
which is the same as “receipts from tourism”. In this thesis, tourist arrivals 
and total tourist expenditures are chosen as two separate dependent variables 
since these two items are the most interesting and useful. Further, the data 
are readily available.
For the explanatory variables, income of the tourists is the most important. 
We believe that tourism is a luxury good implying that the demand for tourist 
services rises more than proportionately with income. Wong (1979) claimed 
that the demand for tourism is different from other goods since there is a 
minimum cost of travelling, including time and money. When income and
leisure time rise above a certain level, then people will travel. When we 
express the demand for tourism in terms of tourist arrivals and total 
expenditures of the tourists, income affects these two dependent variables in 
different ways. When the incomes of the citizens in a country increase more 
and more, people will travel, and the total expenditures from the tourists also 
rise. Total tourist expenditures will further increase when the incomes of the 
“tourist class” increase. We expect that both the number of tourists and the 
expenditure of the tourists are income elastic. However, we use GDP per 
capita instead of total GDP, along with various population variables as 
explanatory variables. In order to incorporate the effect of Hong Kong’s 
price level, we express GDP per capita in Hong Kong dollars.
Put simply, we write:
YE = Yj * EXCHj (5.2)
where YE is the GDP per capita expressed in Hong Kong dollars, it is equal to 
Yj the GDP per capita expressed in foreign currencies times the exchange rate 
of Hong Kong dollars in one unit of foreign currency (EXCHj).
Further, while most studies use relative prices as an explanatory variable 
(Wong, 1979; Witt and Martin, 1989; Lee, 1996), we use the price level in 
Japan and U.S. translated into Hong Kong dollar indices as key explanatory
variables. The advantage of this is that it will capture differential effects on 
the tourist arrivals due to different but opposite movements in the price indices 
of Hong Kong and each of the two countries concerned. In addition, if the 
relative price approach is used, an increase in relative cost of Hong Kong will 
always have a negative effect on tourist arrivals and expenditures. But for 
the tourist expenditures, the effect may be positive or negative. If the price 
level increases, tourist expenditures may decrease since tourists will buy fewer 
goods in Hong Kong. On the other hand, tourist expenditures may rise as the 
prices of Hong Kong commodities rise, as they need to spend more on the 
same goods. As a result, we incorporate consumer price in foreign countries 
and the price of Hong Kong as two explanatory variables into the model. 
Thus, we can also figure out the effects of consumer prices of foreign 
countries on the tourist arrivals and expenditures in Hong Kong by keeping 
Hong Kong price constant and vice versa. For time-series analysis, prices are 
all expressed in an index form with a common base year and the consumer 
price index will be used to compare the price levels of foreign countries and 
Hong Kong. Also, for comparison, the price index of foreign currencies 
needs to be converted into Hong Kong dollars, which is as follows :
FPHKj = FPj * EXCHj (5.3)
where FPHKj is the consumer price of foreign countries expressed in Hong 
Kong dollars, which is equal to the consumer price of foreign countries in 
foreign currencies (FPJ times the exchange rate of Hong Kong dollars in one 
unit of foreign currency (EXCHj).
I want to test whether government spending on tourism affects tourist 
arrivals and expenditures. We use the total expenditures of the HKTA as a 
proxy to estimate the government spending on Hong Kong tourism since 
government subvention on HKTA covers a very large proportion of HKTA’s 
income, and HKTA is an official organization which is responsible for 
promoting Hong Kong tourism. Besides government subvention to HKTA, 
government spending on facilities, such as country parks, beaches, etc; should 
also be relevant as an indicator of government spending on tourism. 
However, there are some difficulties. First, the composition of government 
spending on facilities is different in different years; thus, we need to re-group 
the data. Second, facilities such as country parks and beaches, etc. are non­
exclusive for the use of local residents, which means these facilities are also 
beneficial for the local citizens. Thus, we will not incorporate the variable 
into the model.
As mentioned earlier, in analysing the number of tourists, we use the
population of the originating countries in addition to GDP per capita. By 
using the population size of different age groups, we can see which group has 
a positive effect and which group has a negative effect on tourist arrivals. 
Thus, we divide the population of originating countries into three separate 
variables. The first group is aged from 0 to 14, the second group is aged 15- 
64 and the last group is aged 65 or above. Also, population is expressed in 
an index form with a common base year.
Finally, to forecast tourist expenditures, we plug the estimated tourist 
arrivals into the demand equation using a recursive model. In essence, we 
use a dependent variable as an independent variable for another demand 
function. It is obvious that tourist expenditures depend on the number of 
tourists; they have a positive relationship. Therefore, in this thesis, the 
tourist arrivals are incorporated into the demand function of the tourist 
expenditures.
Since foreign visitors come from many countries, and different effects 
pertinent to different countries may apply, it makes sense to isolate the effects 
of key variables by focusing on the tourist numbers from individual selected 
countries, in this instance, the United States and Japan. We choose these two 
countries for two reasons. First, the US and Japan account for a large
proportion of the tourist arrivals and expenditures in Hong Kong. The US 
counts for about 20% and Japan counts for about 25% of the total tourist 
arrivals and expenditures. Second, the Americans can represent the long- 
haul tourists, on the other hand, and the Japanese tourists can represent the 
short-haul. Thus, we can compare whether there are different effects on the 
long-haul tourists and the short-haul tourists. Southeast Asian countries also 
contribute a certain proportion in tourist arrivals and expenditures (about 20- 
30%), however, it covers many countries, e.g. Philippines, Singapore and 
Thailand etc. Therefore, it is difficult to get appropriate weightings for 
measurement. Thus, in this thesis, we will not take Southeast Asian 
countries into consideration. Moreover, some countries contribute a lot to the 
tourist arrivals and expenditures in Hong Kong in recent years, such as Taiwan 
and mainland China. However, their proportions of tourist arrivals and 
expenditures have been small in the past. Taiwanese only accounted for 
7.9% of the total foreign visitors in Hong Kong and there is no record of 
visitors from China before 1992. Thus, we cannot accommodate these two 
countries within our analysis.
5.2 A Time-series Analysis on the Demand for Hong Kong Tourism 
5.2.1 The Model
We construct a model to determine the major determinants for the demand 
of tourism. We will use the same model for the U.S. and Japan. The 
models used are as follows:
The equation of the tourist arrivals:
TAj = f  (RY, FPHK, CPIB, POP1, POP2, POP3, RHKTAE, DM1, DM2, 
u〇) (5.4)
The equation of the tourist expenditures:
TEj = g (YE, FPHK, CPIB, TA, HKTAE, u,) (5.5)
where
TA : Tourist arrivals, millions
TE : Nominal tourist expenditures, HK$ millions
RY : index of real GDP per capita of the originating country, 1990=100
YE : nominal GDP per capita of the originating country in Hong Kong dollars
=Y*EXCH
Y : nominal GDP per capita of originating country in foreign currency 
EXCH : exchange rate of Hong Kong dollars in one unit of foreign currency 
FPHK : FP*EXCH = the price index of the originating country in Hong Kong
dollars, 1990=100
FP : the price index of the originating country in foreign currency, 1990=100 
CPIB : CPI (B) in Hong Kong, 1990=100
POP1 : the population index of the originating country, age 0-14, 1990=100 
POP2 : the population index of the originating country, age 15-64, 1990=100 
POP3 : the population index of the originating country, age 65 or above, 
1990=100
HKTAE : total expenditures of the Hong Kong Tourist Association, millions 
of 1990 dollars
RHKTAE : real total expenditures of the Hong Kong Tourist Association 
u〇, u, : stochastic disturbance term 
DM1 : 1 : for the June-Fourth Incident in 1989
0 : otherwise
DM2 : 1 : for 1990, side effects of the June-Fourth Incident
0 : otherwise
Equations (5.4) and (5.5) will be used to analyze the U.S. and Japan. 
Disposable incomes would be preferred as variables to estimate tourist arrivals 
and expenditures; however, assuming that the percentage of disposable income 
in the GDP is stable, then the GDP per capita can be used as a proxy indicator.
For our purposes, national incomes need to be deflated into real terms in 
analysing tourist arrivals, but in analysing tourist expenditures, nominal terms 
have been used since consumer price index is not a good deflator to deflate 
tourist expenditures into real terms. Thus, nominal GDP per capita will be 
used. Consumer price indices of the two respective countries, which are 
expressed in Hong Kong dollars are used. Consumer Price Index (B) is used 
because households with these expenditure ranges are more willing to travel. 
We use the total expenditures of the HKTA as a proxy of the government 
spending on tourism since over 90% of their incomes derive from the Hong 
Kong government. DM1 is used to capture the effects of the June-Fourth 
Incident in 1989 and DM2 is used to capture the residual effects of the June- 
Fourth Incident in 1990.
The statistical models are stipulated as follows :
InTA = a〇 + aJnRY + a2lnFPHK + a3lnCPIB + a4lnPOPl + a5lnPOP2 + 
a6lnPOP3 + a7lnRHKTAE + a8DMl + + u〇 (5.6)
InTE = b〇 + b,lnYE + b2lnFPHK + b3lnCPIB + b4lnHKTAE + b5lnTA + u,
(5.7)
In equation (5.6) and (5.7)， we use the log-linear form since “log-linear 
models” possess the advantage that the derived coefficients are easy to 
interpret as they are elasticities (Witt & Martin, 1987). Equation (5.6) and 
(5.7) are estimated by ordinary least-squares (OLS) method for the period 
1974 to 1996. Income is an important variable to explain the demand of 
goods and services and many studies conclude that they are highly significant 
to the tourist arrivals and expenditures. I expect that the results may be 
similar to the previous studies. Further, consumer prices in originating 
countries also have positive effects on the tourist arrivals and expenditures. 
When the prices increase in originating countries, prices in Hong Kong will be 
lower relatively; thus, more visitors will come to Hong Kong and also spend 
more. Moreover, the expected sign of consumer prices in Hong Kong on the 
tourist arrivals is also hypothesized to be positive since when the prices in 
Hong Kong rise, there should be less people coming. However, the effects of 
consumer prices in Hong Kong on the tourist expenditures are inconclusive: 
they may be positive or negative. This is because if the prices in Hong Kong 
rise, the tourists will buy fewer goods in Hong Kong, so the effects will be 
negative. However, the tourists may need to spend more money on the same 
goods as the prices increase. Thus, the tourist expenditures will increase.
Besides, I also expect expenditures of the HKTA to have positive effects on 
tourist arrivals and expenditures. I expect that the population of the 
originating countries who are aged from 15-64 have positive impact on the 
tourist arrivals, but people aged from 0-15 have negative effects on the tourist 
arrivals since we know that such age group usually have to travel with adults. 
Children, too, need care and attention at home. The more children there are 
in a family the less likely, therefore, it is for adults to travel. The results for 
the people aged 65 or above are undecided. The elderly may have more time 
or money to travel; on the other hand, their physical conditions may inhibit 
them from doing so. The dummy variable is used to capture the effect of the 
June-Fourth Incident in 1989. This event led to a dramatic decline of foreign 
visitors to Hong Kong since many visitors treated Hong Kong as a bridge to 
go to China. Another dummy variable is used to capture whether there were 
residual effects of the June-Fourth Incident, which had led to a fall in the 
number of tourists in 1990. The special variable in estimating the tourist 
expenditures is the tourist arrivals. We can expect when the numbers of the 
tourists increase, the expenditures should increase also.
Depending on the time increments used in the time-series studies, it is 
reasonable to expect that the effects of changes in explanatory variables are
unlikely to be confined to the same time increment (Crouch, 1994). Thus, 
lag effects are possible in estimating the tourist arrivals and expenditures. In 
this study, the consumer prices in Hong Kong and the two respective countries 
are used in lag form. The effects of price changes are also to be delayed 
since travelling tends to be planned well in advance and low general 
awareness of the prices means they will have little impact until after the trip 
which will affect next year’s holidays (Edward, 1987).
5.2.2 Empirical Results
Table 5.1 Regression results of the tourist arrivals in Hong Kong from the U.S. 
and Japan, 1974 to 1996
InTA = aJnRY + a2lnFPHK + a3lnCPIB + a4lnPOPl + a5lnPOP2 + 
a6POP3 + a7lnRHKTAE + a8DMl + agDM〗 + u0






































Adjusted R2 0.982583 0.981777




N ote: All models were estimated in double-logarithmic form except 
dummy variables.
Constant terms are deleted from the equation.
The figures in parentheses are t-values.
R2 is the coefficient of determination, 
a 2 is the residual sum of squares.
SEE is the estimated standard error of the residual term.
D-W is the Durbin Watson statistic.
For the U.S., we can see that the coefficients of a3, a5, a6 and a7 are 
insignificant. Given that a priori, population aged 65 or above may carry 
either a positive sign or a negative sign and that the estimated coefficient is 
insignificant, this variable is deleted from the equation as it fails to explain
anything. I keep the variables of Hong Kong consumer price index and the
population with age 15 to 64 because I think they are more important variables
in explaining the tourist arrivals. Further, I keep the variable of real
expenditures of HKTA because I am interested in this variable and I want to 
investigate. In the model of Japan, coefficients al5 a6, a8 and 2̂  are all
insignificant, I will delete the variable of aged 65 or above (the reason is just 
as mentioned above). The two dummy variables are also deleted since this
event did not affect the tourist arrivals definitely. After deleting some
insignificant variables, I run the regression again and the results are shown in 
Table 5.2.
Table 5.2 Regression results of the tourist arrivals in Hong Kong from the U.S. 
and Japan, 1974 to 1996. (After deleting some insignificant variables)































Adjusted R2 0.983715 0.983705




For tourist arrivals, the coefficient of real GDP per capita of the U.S. is 
significant but its sign appears to be wrong for the Japan. The income 
elasticity for the U.S. is 3.95. This means for every one- percent increase of
national income, tourist arrivals will increase by 3.95%. However, the 
income elasticity for Japan is -1.66. The result seems to contradict the 
traditional relationship between tourism and national income; however, the 
result is reasonable if we consider that travel to Hong Kong is an inferior good 
for the Japanese. The results suggest that when the income of the Japanese 
rises more and more, they will not go to Hong Kong. Rather, when they can 
afford it, they will choose some countries which are farther from Japan, such 
as the United States, Europe, etc. Morris (1990) showed that more and more 
Japanese went to beach resorts for vacation and Hawaii, Guam and Gold Coast 
became popular destinations. Between 1986 to 1989, the percentage increase 
of the Japanese to the United States was 198%, but in Hong Kong, it was only 
62%. In 1989, the number of the Japanese who came to Hong Kong decline 
5.2%, but it increased 8.4% in Hawaii and 21.1% in the U.S. This supports 
the thesis that the Japanese prefer to go to farther places for vacations when 
they have more money. This is just opposite to the American tourists. 
Hong Kong is considered an exotic place, if their incomes increase more and 
more, they will choose Hong Kong; otherwise, they will just go to some 
nearby countries.
Consumer prices in the originating countries are very significant to the
tourist arrivals from the U.S. and Japan. The elasticities are 0.83 and 0.40 for 
the U.S. and Japan. If the price index in the U.S. increases by one unit, the 
number of the tourists will rise by 0.83%. If the price index in Japan rises by 
one unit, the number of the Japanese tourists will increase by 0.4%.
The coefficients of the consumer prices in Hong Kong are significant for 
the Japanese tourists and slightly insignificant for the Americans. In Japan, 
for every one percent increase in Hong Kong price, the tourist arrivals will 
decrease 0.92%. On the other hand, Hong Kong price is slightly insignificant 
to the American tourists. This result shows that the number of American 
tourists would not be affected by increases in Hong Kong price. It may be 
because the spending of American tourists are not as large as the Japanese; the 
price in Hong Kong would therefore not affect their tourist arrivals.
The population variables show interesting results in the estimation of the 
tourist arrivals from the U.S. and Japan. In Japan, the coefficient of people 
aged from 0 to 14 is -3.64, that means if people aged from 0 to 14 age 
increase one percent, tourist arrivals will decrease 3.64%. People aged 15 to 
64 also show a significant result and the coefficient is 6.61. If this age group 
rises one percent, the tourist arrivals will increase 6.61%. It is reasonable 
that people aged 15 to 64 are more willing and able to travel, but people 0 to
14 are unable to travel and also prevent their parents from travelling. For the 
elderly, the sign of coefficient is negative, but it is insignificant. Old people 
are more unable to travel than the youth; however, they have more time and 
money for travelling. Because of conflicting effects, the coefficient is not 
significant and should be deleted. In the United States, coefficient of people 
aged 0 to 14 is -2.04, that means for each one percent increases in population 
aged 0 to 14, the tourist arrivals will decline 2.04%. For the 15 to 64 age 
group, the sign is wrong and the coefficient is insignificant but I also retain 
this in the model because it is in theory, an important variable. The 
insignificant result of such age group suggests that an increase in such 
population would not affect the number of the American tourists. It may be 
because there is steady number of tourists from the U.S. As many Americans 
(39% in 1996) come to Hong Kong to attend meetings or exhibitions, they 
have specific purposes for coming to Hong Kong. Therefore, an increase or 
decrease in population size will not affect the number of the American tourists. 
For the same reason as applied to Japan, I deleted the variable of old age 
group.
The impact of the expenditures for the Hong Kong Tourist Association is 
significant in the tourist arrivals of the Japan. The elasticity is 0.50, meaning
that if the HKTA increase their expenditure by one percent, the number of the 
Japanese tourists will rise 0.50%. However, the coefficient is insignificant 
for the U.S. The result may show that expenditures of HKTA cannot affect 
the coming of the American tourists, meaning that the promotions of HKTA 
on the United States are not enough. The promotions of the Association can 
only attract the tourists from short-haul but not long-haul.
The June-Fourth Incident is significant in the numbers of the American 
tourists only. The coefficients are -0.26 and -0.19 in 1989 and 1990. It 
shows that the June-Fourth Incident affected the American tourists coming to 
Hong Kong since some tourists wanted to go to China through Hong Kong. 
We can also see that this incident affected the number of the American tourists 
in 1990. On the other hand, this incident would not affect the Japanese 
tourists. These results are reasonable since the percentage of the Americans 
who use Hong Kong as an en route place is 12% and the Japanese tourists is 
just 1% in 1996 (Refer to Table 3.3). Thus, the June-Fourth Incident would 
not affect the Japanese tourists. Further, the Americans are more concerned 
about the problems of human rights so when the June-Fourth Incident 
happened, they were more unwilling to go to Hong Kong.
In the above results, we can see that different tourists are affected by
different factors. The number of the Japanese tourists was not affected by 
their income. When their incomes rise, they will not choose Hong Kong as a 
destination. Hong Kong Tourist Association’s expenditures cannot attract the 
American tourists to come to Hong Kong and the political stability seems to 
be more important to them. When we know the different factors which affect
different tourists, Hong Kong government or HKTA should suggest and 
implement some specific policies to attract the tourists from different countries. 
For example, HKTA can strengthen their promotions in the United States to 
attract more Americans to come to Hong Kong since when their incomes rise,
they will not choose Hong Kong as a destination.
Table 5.3 Regression results of the tourist expenditures in Hong Kong from 
the U.S. and Japan, 1974 to 1996
InTE = b〇 + b,lnYE + b2lnFPHK + b3lnCPIB + b4lnHKTAE + b5lnTA + U[


























Adjusted R2 0.994893 0.995552




Note : All models were estimated in double-logarithmic form. 
The figures in parentheses are t-values.
R2 is the coefficient of determination, 
a  2 is the residual sum of squares.
SEE is the estimated standard error of the residual term. 
D-W is the Durbin Watson statistic.
For the tourist expenditures, national incomes are significant for the 
Japanese tourists but not the Americans. The elasticity of the income for the 
Japanese is 0.53, which means for every one- percent increase of national 
income, the Japanese tourists will increase expenditures by 0.53%. On the 
other hand, the coefficient of the U.S. is not significant, which means the real 
GDP per capita of the U.S. would not affect the tourist expenditures. It is 
consistent to the previous estimation. Since the American tourists have 
specific purposes to come to Hong Kong, they do not come to Hong Kong for 
shopping, they spend only when they think that it is essential or needed. 
Thus, their expenditures will not increase as their incomes increase.
Consumer prices in the originating countries are used in lag structures 
also. For the tourist expenditures, the elasticities are 0.82 and 0.53 for the 
U.S. and Japan respectively. If the price in the U.S. rises one percent, the 
tourist expenditures will increase 0.82%. If the price in Japan rises one
percent, the tourist expenditures will rise 0.53%.
The coefficients of consumer price in Hong Kong are also significant in 
both countries. The coefficients are -0.66 and -0.35 for the U.S. and Japan. 
If the price in Hong Kong rises one percent, the tourist expenditures of the 
Americans will decrease 0.66% and the expenditures of the Japanese tourists 
will decline 0.35%. We can see that the Americans tourists are more 
sensitive to prices, both their own and Hong Kong’s, than the Japanese.
The impacts of the expenditures of the Hong Kong Tourist Association 
are not significant in the U.S. and Japan. The results show that the 
expenditures of the HKTA cannot affect the tourist expenditures in the two 
countries. It may be because expenditures of the HKTA do not directly affect 
the tourist expenditures, so HKTA should adjust their policies to make the 
tourists spend more.
In estimating the tourist expenditures, the effects of the number of the 
tourists are very significant. The coefficient of the tourist arrivals is 1.25 for 
Japan and 0.83 for the U.S. It is easy to understand the relationship between 
the tourist arrivals and expenditures. When the number of the tourists 
increase, the tourist expenditures of course rise also. The impact of the 
number of Japanese tourists to the tourist expenditures is greater than the U.S.
It may be because the per capita spending for the Japanese tourists is much 
more than the American tourists (In 1995, per capita spending for the Japanese 
is $7,970 Hong Kong dollars and the Americans is $6,600 Hong Kong 
dollars).
In order to evaluate the models, we plot the actual and estimated values of 
tourist arrivals and expenditures in Figures 5.1 -  5.4.
Fig 5.1 Tourist arrivals from the U.S.
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Fig. 5.2 Tourist arrivals from Japan
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5.2.3 Limitations of the analysis
After we have analyzed the results of the models, it is appropriate to 
consider the limitation of the models given the insufficient data of some 
variables, and the fact that some are qualitative variables, which cannot be 
included in the models. First of all, GDP per capita is used instead of the 
disposable income of the originating countries. Disposable income is a more 
appropriate variable, but it is difficult to get. However, this bias is not too 
serious. Wong (1979) suggested that “the bias would not be too serious if the 
disposable income is always approximately a constant proportion of the 
national income.” （p.81)
Second, the consumer price index is used as a proxy variable to measure 
the prices of Hong Kong and those of the U.S. and Japan, since tourism price 
indices are not available. We also used it to deflate the total expenditures of 
the HKTA into real terms. The use of consumer price indices does not truly 
reflect the effects of consumer prices on tourist arrivals and expenditures.
Moreover, we only consider the expenditures of the HKTA as a proxy of 
government spending on tourism. We know that government spending on 
infrastructure or other tourist-related facilities also has effects on Hong Kong 
tourism. However, such spending is difficult to measure; thus, we have not
takes this into consideration. We may underestimate the effects of 
government on tourist industry.
Finally, the models are too simplified since many variables cannot 
provide sufficient data, for example, transportation costs. Further, some 
variables cannot be quantified, such as the weather of the destination area, 
government policies in the tourist generating countries on out-going travelling 
restrictions, and the promotional work of the Hong Kong Tourist Association 
in these tourist generating countries. For reducing these biases, we will 
analyze some government policies, which affect Hong Kong tourism.
5.3 Description of government’s policies on Hong Kong tourism
From the above-mentioned regression analysis, only the total 
expenditures of the HKTA have been included in measuring the support of 
Hong Kong government to the tourist industry. Besides, the Hong Kong 
government does a lot to help the development of the tourist industry. 
However, as these events are not quantifiable, we will analyze these in 
narrative form.
First of all, promotional work is the Hong Kong Tourist Association’s 
principal activity, which help to develop Hong Kong tourism. HKTA is a
semi-govemmental organization that promotes Hong Kong tourism. 
Promotional activities include two sides. One is the promotional work in 
tourist generating countries and the other is the events that are held in Hong 
Kong to attract the tourists. HKTA also holds events in those countries that 
are the sources of the tourists, to promote the image of Hong Kong. The 
events include tourism workshops, exhibitions, trade caravan promotion, 
travel fair, co-operative advertising campaign and incentive travel and meeting, 
etc. These events allow the foreigners to recognize Hong Kong, upgrade the 
image of Hong Kong and make Hong Kong as an attractive destination for 
travel. For example, the Hong Kong -Japan Partnership was held in 1995. 
This event was co-organized by the Hong Kong government and the Hong 
Kong Trade Development Council, and it brought Hong Kong to the forefront 
of travellers’ minds in Japan (HKTA Annual Report, 1995-96). On the other 
hand, HKTA also organizes many events in Hong Kong in order to encourage 
foreigners to come to Hong Kong. Both the “Hong Kong Dragon Boat 
Festival — International Races” and the “Hong Kong Food Festival” attracts 
many tourists every year. Further, the Association organizes some regular 
and special interest tours, such as heritage tours, sports and recreation tours; 
Tin Hau Festival Tour and Cheung Chau Bun Festival Tour etc., in order to
encourage more visitors to come to Hong Kong. Moreover, the HKTA 
organizes some world-class events to sustain international and regional 
travellers’ interest in Hong Kong. For instance, the Chinese New Year
Parade. Promotions are very important for the development of Hong Kong 
tourism; therefore, promotion and advertising expenditures account for about
half of the total expenditures of HKTA (Table 5.4).
Table 5.4 Expenses of promotion and advertising of HKTA (HK$)
Year Expenses of promotion and 
advertising
Total expenditures % share
1974 9,896,482 15,113,786 65.48
1975 8,571,134 14,407,979 59.49
1976 10,306,469 16,091,391 64.05
1977 16,312,222 23,276,293 70.08
1978 12,742,031 28,432,480 44.82
1979 15,896,277 36,178,139 43.94
1980 16,890,682 41,142,396 41.05
1981 21,077,000 51,519,000 40.91
1982 23,147,000 62,134,000 37.25
1983 24,158,549 76,660,946 31.51
1984 36,659,092 93,506,680 39.20
1985 35,137,684 98,620,236 35.63
1986 54,241,696 121,828,419 44.52
1987 70,812,015 154,223,185 45.92
1988 70,924,616 169,480,195 41.85
1989 76,716,238 188,717,906 40.65
1990 104,404,612 254,728,976 40.99
1991 98,179,801 257,912,179 38.07
1992 121,971,614 287,177,184 42.47
1993 135,810,782 319,580,639 42.50
1994 138,610,041 337,535,238 41.07
1995 174,290,806 422,912,933 41.21
1996 195,841,282 457,750,859 42.78
Source : Hong Kong Tourist Association Annual Report, various years.
Infrastructure is vital for the development of tourist industry. Hong 
Kong government recognized that the Kai Tak Airport was becoming 
congested, so, a new airport in Chek Lap Kok was constructed and began 
operation in July 1998. Further, the extension of the Hong Kong Convention 
and Exhibition Centre was completed and it can provide more places for 
holding meetings and conferences in Hong Kong. Hong Kong government 
devoted many resources to facilitate infrastructure continuously, which 
provides a fruitful environment to the development of Hong Kong tourism.
Further, the Hong Kong government shows her enthusiasm to push the 
Hong Kong tourism by providing funds and reducing taxes. In the 1996-97 
financial budget, government allocated HK$50 millions to set up a Tourism 
Development Fund for developing the tourist industry. In the 1997-98 
financial budget, government suggested to reduce the hotel taxes from 5% to 
3%, This tax reduction is clearly helpful to the development of the tourist 
industry. The Hong Kong government well recognized that the tourist 
industry has important links with various sectors in the whole economy. 
Therefore, the government was keen to provide much support, both financial 
and physical, to maintain the development of Hong Kong tourist industry.
5.4 Forecasts of tourist arrivals and expenditures for 1997 to 2002
We can make forecasts of the U.S. and Japan tourist arrivals and 
expenditures in 1997 to 2002. We can make assumptions about the future 
values of the independent variables to predict the dependent variables, given 
that the estimated coefficients in Table 5.1 and 5.3 are the best linear unbiased 
estimators.
The values of national income, consumer price index for the U.S. and 
Japan were supplied by the World Information Services, Bank of America. 
The Consumer Price Index (B) is assumed to rise at an annual rate of 7.66%, 
which is the annual growth rate from 1990 to 1996. The expenditures of the 
HKTA are taken to grow at 8.7% per year, being the average growth rate from 
1990 to 1996. People aged between 15 to 64 in Japan is assumed to rise 
0.6% but people aged from 0 to 14 is assumed to drop 2.6%, which are the 
annual growth rates from 1984 to 1994. The exchange rate of Hong Kong 
dollars is assumed to be fixed at 7.742 per one unit of U.S. dollar, and the 
exchange rate of Hong Kong dollars is also assumed at 0.0641 per one unit of 
Japanese Yen, which is the average exchange rate in 1998. We first predict 
the tourist arrivals, and then use the results to estimate the tourist expenditures.
The results are shown in Table 5.5
Table 5.5 Tourist arrivals and expenditures (HK$ Million) from the U.S. and 
Japan in 1997-2002
Year United States Japan
Arrivals Expenditures Arrivals Expenditures
1997 785,755 5,379.23 1,251,934 7,643.42
1998 789,428 5,455.61 1,301,594 7,886.44
1999 806,775 5,530.87 1,352,682 8,138.00
2000 815,046 5,607.16 1,406,620 8,406.83
2001 823,320 5,684.51 1,461,684 8,681.94
2002 858,722 5,961.63 1,519,512 8,972.32
In the above analysis, we do not calculate exchange rate as one separate
variable to estimate the tourist arrivals and expenditures. However, we can
calculate the effects of the changes of exchange rate. We first find the means
of each variable and calculate the tourist arrivals and expenditures with fixed
exchange rates (With foreign currencies in terms of one unit of Hong Kong
dollar). Then, we assume that the exchange rates depreciate 10% and find
the tourist arrivals and expenditures. Thus, we can compare the results.
Table 5.6 Simulation of the effect of depreciation of the real exchange rate on 
U.S. and Japanese tourist arrivals and expenditures
United States J叩 an
Arrivals Expenditures Arrivals Expenditures
With fixed 




by 10% 604,554 2989 854,977 3932.81
Percentage
increase 23.31 25.12 16.38 34.51
Note : Expenditures are in HK$ Million
As we can see, if the real exchange rate depreciates by 10%, tourist 
arrivals and expenditures of the U.S. and Japan will increase by 16-35%. 
Thus, we can see that exchange rate is an important factor which affect the 
tourists. In Table 5.6, we can see that the impacts on tourist expenditures of 
depreciation of real exchange rate are greater than the effects on tourist 
arrivals in both countries. It is reasonable because the appreciation of the 
Hong Kong dollar would not have large effects on the coming of the tourists, 
but they will spend less in Hong Kong when they discover that they can get 
less Hong Kong dollar with a fixed sum of their own currency. Further, we 
can also see that the effect on expenditures of the Japanese is larger than the 
Americans. Since the main purpose of the Japanese tourists is shopping, the 
impacts on their spending are quite large.
Chapter VI
POLICY RECOMMENDATIONS AND CONCLUSION
6.1 Introduction
From the analysis in Chapter V, we can see that the tourist arrivals and 
expenditures of different countries are affected by different factors. Tourists 
from some countries may be affected by prices and some may be affected by 
their incomes. Due to the specific characteristics of different countries, Hong 
Kong government and the Hong Kong Tourist Association should implement 
some specific policies to attract more visitors and enhance the development of 
the tourist industry. We can divide the policy suggestions into demand side 
and supply side.
6.1.1 Demand side recommendation
From the analysis, price is an important determinant for the tourist 
arrivals and expenditures of the U.S. and Japan. The prices of consumer 
goods in Hong Kong are relatively higher than in other S.E. Asian countries. 
A survey organized by Economist Intelligence Unit discovered that the prices 
of consumer goods in Hong Kong only ranked the third lowest (The first one 
is Taipei, second is Bangkok) (Oriental Press, February 21, 1998). Although 
the measurement may not be comprehensive, (only 16 items were included) it
shows that the status of “shopping paradise” of Hong Kong has been affected. 
In addition to consumer goods, the cost of hotel accommodation is also very 
high. The average price of hotel rooms in Hong Kong was US$129.5 in 1996 
(Kwong, 1997), which was the third-highest among the S.E. Asian countries. 
If Hong Kong wants to maintain the competitiveness of tourism, government 
should help businessmen to keep at lower costs to run business.
Further, we can see that the incomes of the Americans cannot affect their 
expenditures and the increase of those 15-64 age people cannot affect their 
coming. Thus, reducing air fares and the hotel rooms may be a good strategy 
to attract more American tourists and lead them to spend more.
Moreover, we can see that total expenditures of HKTA are insignificant to 
the tourist arrivals and expenditures. It may be because the amount of 
spending is not enough or the strategies of their promotions cannot match the 
market. Thus, the government should increase its subsidy to the HKTA to 
promote tourism. Besides regular subsidy, Hong Kong government can also 
give some occasional financial support, such as Tourism Development Fund, 
to enhance the development of the tourist industry. Also, HKTA should 
adjust their strategies of promotions. For example, promotions on Japan are 
more fruitful than in the U.S. since we can see that expenditures of the HKTA
have significant effects on the tourist arrivals of the Japanese.
Finally, government can relax some in-coming restrictions to permit 
foreigners to come to Hong Kong more easily. Further, Hong Kong 
government should also persuade other countries to relax their out-going 
restrictions. For example, the Chinese government has agreed to relax out­
going restrictions steadily for more and more people to come to Hong Kong 
(Ming Pao, February 25, 1998; Hong Kong Economic Times, February 24, 
1998).
6.1.2 Supply side recommendation
From the supply side, Hong Kong government should improve the 
quantity and quality of the assets provided by the tourist industry. First of all, 
accommodations are essential for the development of the tourist industry. 
High prices of hotel rooms are the main problems which affect the tourist 
industry. Therefore, government should provide some financial support to 
the hotels.
Moreover, new attractions and special events are also very important to 
attract tourists to come to Hong Kong. The Hong Kong Tourist Association 
plans to introduce many new attractions in the coming years, such as Hong 
Kong Exposition, Film City, Aquatic Centre, Cruise Centre and Theme Park.
However, all these require a huge financial commitment as well as adequate 
supply of land. The government can allocate more land to build these new 
attractions. For the financial problems, most of these attractions will be built 
by the private enterprises, thus profit is the principal issue. Hong Kong 
government can subsidize the construction. Or, as suggested by Kwong 
(1997), government can provide a contract with composite development. For 
example, construction of Film City can be combined with the franchise of the 
construction of hotels. This plan will be more attractive to the private sectors. 
Further, government should organize and diversify the events to be held in 
Hong Kong. Although the HKTA organizes different events in special 
festivals such as Dragon Boat Festival, Hong Kong Food Festival etc., HKTA 
can organize more events, especially in the months during which relatively 
fewer tourists arrive. Thus, it can attract more visitors to come to Hong 
Kong during those months in which tourist arrivals are traditionally low.
6.2 Conclusion
The tourist industry contributes a lot to the Hong Kong economy in terms 
of (1) income generation, (2) employment generation, (3) foreign exchange 
earning, and (4) providing a source of tax revenue. For the Gross Domestic 
Product, the tourist industry accounts for about 8% of the total GDP in 1996. 
It contributes mostly in private consumption and exports. It comprises about 
30% of the total exports of service in Hong Kong, which is quite a large 
percentage to the exports of service. For employment, the number of 
workers fluctuates since some restaurants, hotels and boarding houses etc. are 
closing. However, tourist industry also counts for about 30% of the total 
employment in service sectors. As a result, the tourist industry is very 
important to the Hong Kong economy.
Many economists analyzed the determinants of demand for tourism. 
National incomes of tourist generating countries were significant to the tourist 
arrivals and expenditures in previous studies. However, in this thesis, the 
results show that incomes are not a key determinant of Japanese tourist 
arrivals and American tourist expenditures. When the incomes of the 
Japanese rise, they will not come to Hong Kong since it is a too near 
destination and they prefer to go to some far away places. Also, when the
incomes of Americans increase, they will not spend more as they come to 
Hong Kong for specific purposes, such as conduct meetings and exhibitions.
Consumer prices in originating countries and Hong Kong are significant 
to the tourist arrivals and expenditures of the two countries. It implies that 
price is an important determinant of the tourists to choose a destination and 
their spending on it. With the depreciation of some Asian currencies, prices 
in Hong Kong, both consumer goods and hotel room rents, are relatively 
higher than these Asian countries. It strongly affected the number of tourists. 
At the beginning in 1998, the number of tourists decreased by 25% compared 
with the last year. The biggest loss was tourists from South Korea, whose 
number fell by 74%. The Japanese tourists also declined by 64%.
Population in some studies is used as an explanatory variable to explain 
tourist arrivals. However, in this thesis, populations with three different age 
groups are used as separate independent variables to estimate the tourist 
arrivals since we believe that different age groups have different travel habits 
or behaviours. Our regression results showed that people from 0 to 14 age 
have significant negative effects on tourist arrivals of two countries. 
Children do need to stay at home and also led their parents cannot travel. 
Thus, if a family has more children, less people will go to travel. People
aged 15 to 64 show significant effects on the number of the Japanese tourists, 
but insignificant for the American tourists. This age group is more willing 
and able to travel, so it has positive relationship with tourist arrivals in Japan. 
This variable shows insignificant results to the number of American tourists 
since the Americans come to Hong Kong for specific purposes. So, when the 
people of this age group increase, the number of the Americans tourists will 
not increase.
We incorporated total expenditures of HKTA into the models, however, 
the coefficient is only significant on the Japanese tourist arrivals. It may 
show that HKTA5s promotions can only attract the short-haul tourists but not 
the long-haul tourists. For the tourist expenditures, expenditures of HKTA 
do have not separate effects other than through the effect on tourist arrivals. 
It suggests that the events or campaigns hold by HKTA cannot attract the 
tourists to spend more.
Although the June-Fourth Incident only affected the tourist arrivals for the 
United States, it shows that political stability is also important to the 
development of the Hong Kong tourist industry.
Now, Hong Kong tourism faces a lot of problems such as the high prices 
of consumer goods, high fees of hotel rooms, lack of human resources and the
most serious is the economic recession in the S.E. Asian countries. The 
number of tourists decreased in 1997. In September 1997, the number of 
Japanese tourists decreased dramatically by 61.7% and the number of 
Taiwanese tourists declined by 18.5% comparing with the same month in 1996. 
The total tourist arrivals decreased 6.5% compared with the same month in 
1996. The tourist industry seems to face hard times, which make the hotels 
lower the prices of rooms to attract more tourists. Further, many tourist or 
tourist-related enterprises shut down and the workers are made redundant. 
One coin has two sides: the lower prices of consumer goods and hotel rooms 
will provide another opportunity for the recovery of the Hong Kong tourism 
since the competitiveness of Hong Kong increases. Now, the Hong Kong 
government should give increased support, either financial or technical, to the 
tourist industry to maintain the attractions of Hong Kong.
Finally, I want to present some limitations of this study. First of all, I 
only take the U.S. and Japan as examples in the econometrics models. Some 
countries such as China and Taiwan, which are important to the Hong Kong 
tourism in recent years, do not take into analysis.
Further, consumer price indices are used instead of tourism price indices 
as explanatory variables in the model as the insufficient data also. Since
consumer price index is not a very good indicator to measure the price level 
applicable to tourists, the results may not explain the situation exactly.
Moreover, I want to estimate the effects of Hong Kong government to the 
tourist industry. I only choose the total expenditures of the Hong Kong 
Tourist Association as a proxy; however, these expenditures may not reflect 
the spending of government to the tourist industry completely. Thus, the 
estimation of the effects on tourist arrivals and expenditures are not 
significant.
Hong Kong tourism is very important to the economy of Hong Kong; 
therefore, further studies are required. In this study, population structures 
show significant effects on the number of the tourists. Although the 
coefficients of old age group cannot show significant effects on the tourist 
arrivals, I think that further research on the structural changes of population is 
worthwhile.
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